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SUMMARY  OF  RECOMMENDATIONS 

Page 

Prepare  annual  financial  statements  that  will  present 
the  financial  condition  of  the  state  funds  and  accounts 
for  which  the  department  has  responsibility  and  the 
operations  of  the  department  for  the  year.  5 

Provide  for  a  professional  accountant  whose  duties  would 
be  separate  and  distinct  from  that  of  the  cashier,  to 
supervise  and  coordinate  the  department's  accounting 
system.  5 

Emphasize  the  development  of  more  and  better  management 

information  from  the  department's  financial  data.  5 

Establish  procedures  to  provide  for  regular  and  consistent 

methods  to  follow  up  on  collection  of  dishonored  checks.  7 

Establish  procedures  to  identify  all  collections  on  a 

regular  and  consistent  basis.  7 

Use  accounting  journal  entries  or  inter-agency  claims 
to  transfer  moneys  between  accounts  and  divisions 
of  the  department  and  from  the  department  to  other 
state  agencies.  7 

Take  a  complete  inventory  of  all  amounts  known  to  be 

due  the  department.  8 

Establish  general  ledger  accounts  for  accounts  receivable, 
record  the  amount  due,  and  make  monthly  postings  of  all 
additions  and  deductions.  8 

Periodically  reconcile  the  accounts  receivable  control 

and  detail  accounts.  8 

Establish  procedures  to  record  security  deposits  in 
the  general  ledger  on  a  monthly  basis  and  reconcile 
the  general  ledger  control  with  the  subsidiary  records 
each  month.  9 

Establish  procedures  to  record  equipment  additions  and 

deletions  on  a  current  basis.  9 

Transfer  miscellaneous  fee  collections  from  the  department's 

clearance  account  to  the  General  Fund  on  a  monthly  basis.  10 

Provide  for  an  accounting  and  reporting  system  to  break 
out  the  amount  of  penalties  and  interest  collected  by 
type  of  tax.  11 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Prenumber  all  licenses,  permits,  certificates,  and 

receipts  at  the  time  of  printing.  H 

Record  and  deposit  intact  all  store  license  tax  and 
other  collections  promptly  upon  receipt  and  other 
department  personnel  work,  from  accompanying  documents 
instead  of  checks  or  other  cash  items.  ^2 

Use  a  correspondence  program  to  aid  in  collection 

of  delinquent  store  license  accounts.  ^^ 

Consider  and  confer  with  the  Oil  and  Gas  Conservation 
Division  as  to  the  advantages  of  transferring  the 
department's  duties  associated  with  the  administration 
and  collection  of  the  oil  production  license  tax  to 
the  division  and,  if  in  concurrence,  recommend  that 
appropriate  legislation  be  introduced  at  the  next 
legislative  session  to  accomplish  the  transfer  of 
duties,  or  ^^ 

Work  with  the  Oil  and  Gas  Conservation  Division  in 

order  to:  1^ 

(a)  Establish  detail  written  instructions  as  to  the 
preparation  of  the  quarterly  oil  production  license 
tax  report,  verify  the  calculations  when  the  returns 
are  filed,  and  charge  or  give  credit  for  miscalcu- 
lations. 1^ 

(b)  Update  the  department's  classification  system  as 
to  oil  fields  to  be  on  the  same  basis  as  that  of 

the  division.  1^ 

(c)  Establish  a  procedure  for  verification  of  the 
reported  average  price  per  barrel  used  in  calculating 

the  oil  production  license  tax.  1^ 

Provide  for  an  adequate  field  audit  program  for  the 

miscellaneous  revenue  classifications.  15 

Establish  a  field  audit  and  post-refund  audit  program 

for  state  income  taxes.  1' 

Establish  a  system  of  comparing  income  tax  withholding 

statements  submitted  with  tax  returns  and  those  submitted 

by  employers.  18 

Implement  a  program  to  compare  current  year  returns  with 

previous  year  returns.  19 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 

Strengthen  the  controls  established  over  exceptions 
noted  in  comparing  state  and  federal  filings  by 
following  up  on  the  exceptions  and  recording  the 
disposition  of  all  exceptions.  20 

Evaluate  the  present  system  of  numbering  refund 

returns  to  determine  the  feasibility  of  eliminating 

the  necessity  of  numbering  these  returns  twice.  21 

Establish  the  necessary  procedures  to  facilitate  the 
reconciliation  of  data  processing  totals  for  income 
tax  collections  to  the  cashier's  totals  by  taxable 
year  and  reconciliations  of  these  totals  be  made  on 
a  periodic  basis.  22 

Consider  further  the  incorporation  of  a  "total  accounts 
receivable  function"  into  the  department's  accounting 
system  with  maximum  utilization  of  electronic  data 
processing.  23 

Expand  field  audits  of  corporations  doing  business  in 

the  state.  24 

Reevaluate,  in  terms  of  current  needs,  those  problems 
needing  legislation  to  correct,  that  were  discussed 
in  our  1969  supplemental  audit  report  and,  if  the 
need  still  warrants,  request  enactment  of  the  needed 
legislation  by  the  1973  Legislative  Assembly.  26 
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LEGISLATIVE  AUDITOR  Mi^\l'/^^^\  DEPUTY  LEGISLATIVE  AUDITOR 


STATE    OF    MONTANA 

(Biiict  of  t[\t  |[Iegtslattiie  ^Aubttor 

STATE  CAPITOL 
HELENA,  MONTANA     59601 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 


In  July  1969,  we  issued  a  report  on  our  audit  of  the  State  Board  of 
Equalization.   This  report  contained  50  recommendations  regarding  various 
operational  and  procedural  deficiencies.   At  that  same  time  we  also  issued 
a  supplemental  report  on  the  board's  compliance  procedures  and  controls. 
This  latter  report  contained  16  recommendations. 

Subsequent  to  the  issuance  of  these  reports  the  Board  of  Equalization 
and  the  Liquor  Control  Board  were  merged  into  the  State  Department  of 
Revenue,  effective  August  9,  1971,  pursuant  to  the  Executive  Reorganization 
Act  of  1971.   Shortly  after  being  appointed,  the  director  of  the  Depart- 
ment of  Revenue  requested  an  audit  of  the  department.   Other  priorities 
precluded  our  performing  a  complete  audit  of  the  department.   An  audit  of 
the  department's  Liquor  Division  is  being  conducted  by  a  public  accounting 
firm  pursuant  to  a  joint  contract  with  the  Liquor  Control  Board  and  our 
office.   A  separate  report  will  be  issued  on  that  audit. 

In  order  to  further  partially  fulfill  the  director's  request,  we 
performed  a  followup  review  to  determine  the  status  of  implementation  of 
our  previously  made  recommendations.   This  report  concerns  the  action 
taken  on  the  66  recommendations  presented  in  the  two  reports  issued  in 
July  1969.   In  our  review  of  the  progress  made  in  implementing  the  recom- 
mendations we  determined,  where  possible,  the  approximate  date  of 
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implementation  and  the  specific  action  taken  to  accomplish  the  implemen- 
tation. 

Based  on  our  review,  it  is  our  opinion  that  there  was  little  progress 
in  implementing  the  recommendations  until  the  new  Department  of  Revenue 
began  to  function.   We  have  determined  that  there  are  several  major  recom- 
mendations where  there  has  been  little  or  no  action  uaken  to  date.   We 
comment  on  the  more  significant  of  these  areas  in  the  body  of  this  report. 

We  submit  the  following  comments  and  recommendations  for  your  informa- 
tion and  for  consideration  by  the  board  and  the  director  of  the  Department 
of  Revenue . 
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COMMENTS 
SUMMARY 

The  following  tabulation  summarizes  our  evaluation  of  the  status  as 
of  September  1972,  of  the  66  recommendations  we  made  in  the  two  1969  reports. 
Fully  Implemented  25 

Partially  Implemented         19 
Pending  Legislation  4 

Not  Implemented  18 

Total  66 

Those  that  were  fully  implemented  are  not  discussed  further  in  this 
report.   Those  that  were  either  not  implemented  or  partially  implemented 
are  discussed  in  the  order  in  which  they  appeared  in  our  original  reports. 
Those  pending  legislative  action  are  summarized  at  the  end  of  this  report. 
The  report  section  captions  are  the  same  as  those  in  the  original  reports 
and  are  followed  by  the  page  number  on  which  the  subject  was  discussed  in 
the  original  reports. 

The  major  areas  of  non-implementation  of  our  recommendations  are 
those  dealing  with  establishment  of  an  accounting  system  incorporating  a 
"total  accounts  receivable"  system,  some  areas  of  cash  control,  and  many 
of  the  areas  dealing  with  the  enforcement  of  tax  laws. 
ACCOUNTING  SYSTEM  AND  FINANCIAL  STATEMENTS  (page  3) 

Our  recommendation  to  provide  for  a  professional  accountant  to  super- 
vise and  coordinate  the  board's  accounting  system  was  partially  implemented 
in  November  1971,  when  expenditure  accounting  was  placed  under  the  cashier's 
office  and  the  cashier  was  made  responsible  for  expenditure  as  well  as 
revenue  accounting.   We  noted  efforts  by  the  board  to  hire  a  professional 
accountant  in  December  1969;  however,  due  to  other  established  priorities, 
this  was  not  accomplished 
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The  present  status  of  progress  on  implementing  our  recommendation 
is  that  all  accounting  functions  are  under  the  responsibility  of  the 
cashier  who  is  an  accountant.   It  is  a  basic  feature  of  internal  control 
that  within  any  organization  handling  money,  the  accounting  and  cashier- 
ing functions  should  be  separated  to  the  extent  possible.   This  is  especially 
important  where  the  volume  of  money  handled  is  substantial  as  it  is  with 
the  State  Department  of  Revenue.   Our  recommendation  contemplated  a  separate 
and  distinct  entity  from  the  cashiering  operation  to  perform  the  accounting 
functions.   Ideally,  the  cashiering  function  should  receive  the  cash,  docu- 
ment the  receipt,  and  deposit  the  money  on  a  timely  basis,  and  forward 
the  documents  to  the  accounting  section  for  recording.   Under  the  present 
system,  we  believe  there  is  a  weakness  in  internal  control. 

Our  recommendation  to  prepare  annual  financial  statements  has  not 
yet  been  implemented.   The  board  had  not  prepared  comprehensive  financial 
statements  in  previous  years  and  has  not  issued  any  to  the  current  year. 
The  financial  information  coming  from  the  department  are  cashier's  reports 
on  collections  of  taxes  made  and  expenditure  data  usually  submitted  to 
the  budget  director  as  part  of  the  annual  report  to  the  governor  required 
of  each  executive  agency.   We  were  informed  that  the  department  plans  to 
prepare  comprehensive  financial  statements  for  the  fiscal  year  ended 
June  30,  1972,  although  they  had  not  been  prepared  as  of  late  September 
1972. 

As  to  our  recommendation  to  emphasize  the  development  of  more  and 
better  management  information  from  the  board's  wealth  of  financial  data, 
we  noted  that  the  director  of  the  department  hired  a  "Revenue  Analyst"  in 
November  1971,  whose  duty  is  to  develop  more  meaningful  information. 
Since  the  hiring  of  the  new  analyst,  a  narrative  section  was  added  to 
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the  monthly  cashier's  report  explaining  causes  for  increases  and  decreases 
in  revenues  collected  and  more  statistical  data  has  been  added  to  the  body 
of  the  report.   This  cashier's  report  is  circulated  monthly  to  all  inter- 
ested state  officials.   Also,  monthly  budget  status  reports  are  circulated 
to  division  directors  so  they  may  have  adequate  information  as  to  the  cost 
of  operations  of  their  divisions.   A  summary  of  general  fund  revenue  is 
also  prepared  now  and  submitted  to  members  of  the  Legislative  Finance 
Committees.   It  appears  that  since  executive  reorganization,  the  department 
has  initiated  implementation  of  our  recommendation  to  develop  more  meaning- 
ful management  information,  but  we  believe  that  there  is  much  more  that 
the  department  can  do  in  this  regard. 

In  summary,  regarding  the  department's  accounting  system,  we  believe 
there  has  been  partial  implementation  of  our  recommendations  but  the  depart- 
ment should  place  additional  emphasis  on  improving  its  financial  information 
and  control  system. 

RECOMMENDATION 

We  veoommend  that  the  department: 

1.  Prepare  annual  financial  statements  for  submission  to 
the  state  controller  and  for  audit  that  will  present 
the  financial  condition  of  the  state  funds  and  accounts 
for  which  the  department  has  responsibility  and  the 
operations  of  the  department  for  the  year. 

2.  Provide  for  a  professional  accountant  whose  duties 
would  be  separate  and  distinct  from    those  of  the  cashier , 
to  supervise  and  coordinate  the  department  's  accounting 
system. 

S.      Emphasize  the  development  of  more  and  better  management 

information  from  the  department's  wealth  of  financial 

data. 
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CASH  SUSPENSE  ACCOUNT  (page  5) 

We  made  several  recommendations  concerning  the  existence  and  operation 
of  a  cash  suspense  account  outside  of  the  state's  central  accounting  system. 
These  recommendations  have  been  implemented  by  actions  of  other  agencies 
such  as  the  Office  of  the  State  Treasurer  and  Department  of  Administration. 
We  noted,  however,  that  certain  problems  still  exist  concerning  dishonored 
checks  and  uncleared  collections.   Although  the  state  treasurer  now  re- 
deposits  all  dishonored  checks  a  second  time,  after  they  have  been  dishonored 
twice  they  are  returned  to  the  agency.   The  cashier's  office  records  such 
items  in  a  "non-negotiable"  register,  prepares  a  control  document,  and  sends 
the  returned  check  to  the  proper  tax  division  for  collection.   During  our 
review  we  noted  that  some  dishonored  checks  dating  back  to  January  1971, 
were  still  listed  as  unresolved  and  that  followup  procedures  were  lacking. 
The  cashier's  office  did  send  out  one  list  of  unresolved  items  to  divisions 
for  determination  of  disposition  and  did  resolve  some  of  the  items.   We 
believe  that  this  should  be  done  on  a  regular  and  consistent  basis  rather 
than  sporadically,  as  has  been  the  practice. 

A  similar  situation  exists  regarding  checks  received  without  documents, 
i.e.,  money  is  collected  but  unidentified  as  to  reason  for  collection. 
An  "in  lieu"  register  was  started  in  January  1971,  to  better  control  and 
identify  the  collections.   However,  again  there  is  a  lack  of  a  regular 
and  consistent  followup  to  resolve  items  as  all  followup  procedures  are 
done  on  an  "as  time  allows"  basis.   We  again  emphasize  the  need  for  regular 
and  consistent  followups. 

Another  recommendation  we  made  in  this  area  was  to  transfer  amounts 
between  accounts  and  divisions  of  the  board  and  from  the  board  to  other 
state  agencies  by  journal  entry  rather  than  by  drawing  warrants.   During 
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our  review  we  noted  that  some  transfers  between  agencies  were  still  being 
accomplished  with  warrant  claims.   We  believe  that  such  transfers  should 
be  accomplished  with  inter-agency  claims  or  journal  voucher  entries. 

RECOMMEWATION 

We  reaommend  that  the  department: 

1.  Establish  procedures  to  provide  for  regular  and  con- 
sistent methods  to  follow  up  on  aolleovion  of  dis- 
honored checks . 

2.  Establish  procedures  to  identify  all  collections  on 
a  regular  and  consistent  basis. 

Z.      Use  accounting  journal  entries  or  inter-agency  claims 
to  transfer  moneys  between  accounts  and  divisions  of 
the  department  and  from  the  department  to  other  state 
agencies. 

ACCOUNTS  RECEIVABLE  (page  9) 

The  department  has  not  implemented  our  recommendations  concerning  the 
establishment  of  formal  control  over  its  accounts  receivable.   Certain 
units  of  the  department,  such  as  the  Withholding  Tax  Section,  Motor  Fuel 
Tax  Division,  and  Inheritance  Tax  Division,  have  established  receivables 
systems  since  our  previous  audit,  but  they  are  not  part  of  the  accounting 
system.   Other  units  of  the  department  do  not  have  such  systems.   Accordingly, 
the  department  does  not  have  formal  control  over  its  accounts  receivable  and 
at  any  given  time,  does  not  know  how  much  in  taxes  is  owed  to  the  state. 
For  example,  there  is  no  control  over  income  and  corporation  taxes  for 
which  returns  have  been  filed  and  collections  have  not  been  made.   This  is 
basically  the  same  situation  we  observed  during  our  previous  audit,  with 
the  exception  of  those  divisions  which  have  established  some  element  of  control 
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over  their  receivables.   We  again  emphasize  the  need  for  a  receivables  system 
in  a  collection  agency  as  large  and  important  as  the  Department  of  Revenue. 

RECOMMENDATION 

We  recommend  that  the  department  establish  and  maintain  a  formal 
control  over  its  accounts  receivable  as  follows: 

1.  Take  a  complete  inventory  of  all  amounts  known  to  be 
due  the  department. 

2.  Establish  general  ledger  accounts  for  accounts  receivable, 
record  the  amount  due,   and  make  monthly  postings  of  all 
additions  and  deductions. 

3.  Periodically  reconcile  the  control  and  detail  accounts. 

SECURITIES  (page  10) 

We  recommended  that  the  board  establish  general  ledger  accounts  as 
part  of  its  formal  accounting  system  to  account  for  motor  fuel  guarantee 
deposit  securities  received,  returned,  and  on  hand  and  that  these  accounts 
be  posted  on  a  monthly  basis.   The  department  did  establish  a  general 
ledger  account  for  this  purpose  but  the  account  is  not  being  maintained 
accurately.   For  example,  as  of  August  1972,  all  securities  were  not 
recorded  in  the  department's  general  ledger  account.   Only  $5,700  was 
recorded  in  the  general  ledger  account,  while  subsidiary  records  showed 
guarantee  deposits  of  $49,000. 

The  intent  of  our  recommendation  was  to  provide  accounting  control 
over  the  deposits  within  the  general  ledger.   Establishing  a  general  ledger 
account  but  failing  to  record  the  amount  of  guarantee  deposits  does  not 
achieve  the  intent  of  the  recommendation. 


RECOMMENDATIOI^ 

We  recommend  that  the  department  establish  procedures  to  record 
deposits  in  the  general  ledger  on  a  monthly  basis  and  that 
general   ledger  control  be  reconciled  with  the  subsidiary 
records  each  month. 

EQUIPMENT  (page  11) 

The  department  completed  a  physical  inventory  of  all  equipment  in 
July  1972,  including  identification  numbers  being  assigned  to  all  equipment 
items.   However,  the  department  has  not  established  procedures  to  account 
for  subsequent  additions  and  deletions  on  a  current  basis.   Department 
officials  stated  that  equipment  control  would  be  established  in  accordance 
with  comprehensive  guidelines  to  be  issued  by  the  Department  of  Admini- 
stration.  The  Department  of  Administration  has,  however,  issued  prelimi- 
nary instructions  over  a  year  ago,  which  include  a  directive  to  account 
for  equipment  additions  and  deletions.   The  department  should  account  for 
the  equipment  and  record  additions  and  deletions  on  a  current  basis  in 
order  to  maintain  inventory  control  over  equipment.   This  will  facilitate 
the  conversion  to  the  comprehensive  system  to  be  established  by  the  Depart- 
ment of  Administration. 

RECOMMENDATION 

We  recommend  that  the  department  establish  procedures  to  record 
equipment  additions  and  deletions  on  a  current  basis. 

REVENUE  CREDITED  AS  REFUND  TO  APPROPRIATION  (page  17) 

Miscellaneous  fees  are  still  transferred  to  the  General  Fund  on  an 
infrequent  basis.   During  the  fiscal  year  ended  June  30,  1972,  only  two 
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such  transfers  were  made,  though  they  are  now  transferred  as  revenue  as 
opposed  to  reduction  of  expenditures,  as  had  previously  been  done. 

The  procedure  with  miscellaneous  fees  is  to  write  up  an  "in  lieu" 
notice  when  a  fee  is  collected.   This  "in  lieu"  notice  is  kept  with  the 
rest  of  the  "in  lieu"  notices  until  time  is  available  to  resolve  some 
of  them  and  then  transfer  the  moneys  to  the  appropriate  accounts.   As 
stated  earlier  in  this  report,  such  items  are  not  resolved  on  a  regular 
and  consistent  basis.   In  the  case  of  miscellaneous  fees,  there  is  no 
reason  for  not  making  a  timely  transfer  as  with  other  "in  lieu"  items 
where  the  cashier's  office  does  not  know  to  which  account  to  transfer 
amounts. 

We  believe,  as  we  have  stated  earlier,  that  all  such  items  should 
be  transferred  to  appropriate  revenue  accounts  as  soon  as  possible. 

RECOMMENDATION 

We  recommend  that  the  department  transfer  miscellaneous  fee 

collections  from  its  clearance  account  to  the  General  Fund 

on  a  monthly  basis. 

PENALTIES  AND  INTEREST  (page  20) 

During  our  previous  audit  we  noted  that  in  most  cases  penalties  were 
recorded  as  part  of  the  tax  due  and  are  not  shown  separately  so  that  an 
increase  in  collection  of  penalties  would  not  show  in  the  accounting 
records.   We  recommended  in  the  previous  report  that  penalties  and  interest 
be  shown  separately  in  the  accounting  records  and  this  has  not  yet  been 
accomplished.   We  again  emphasize  that  such  information  should  be  of 
interest  to  the  board  members  and  other  readers  of  the  department's 
financial  statements. 
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RECOMMENDATION 

We  recommend  that  the  department  provide  for  an  accounting 

and  reporting  system  to  break  out  the  amount  of  penalties 

and  interest  collected  by  type  of  tax. 

ACCOUNTABILITY  OF  DOCUMENTS  (page  22) 

Of  the  many  licenses,  permits,  etc.,  that  the  department  issues,  we 
noted  in  our  previous  report  that  some  of  them  were  not  prenumbered  so 
that  control  over  the  documents  issued  was  lacking.   Our  current  review 
disclosed  that  with  the  exception  of  the  motor  fuels  tax  program,  pre- 
numbered certificates  are  now  being  used.   The  administrator  of  the  Motor 
Fuels  Tax  Division  contemplated  initiating  prenumbered  forms  for  special 
fuels  permits  during  the  next  fiscal  year  but  planned  no  changes  in  the 
forms  issued  for  gasoline  users  refund  permits  and  gasoline  wholesalers 
refund  permits. 

We  believe  that  if  it  is  important  to  issue  the  license,  permit,  etc., 
it  is  important  to  control  such  documents  to  avoid  unauthorized  or  unpaid 
permits.   We  again  emphasize  that  prenumbering  documents  requires  only  a 
little  planning  before  the  documents  are  printed,  costs  very  little,  and 
provides  additional  control.   We  believe  this  should  be  implemented  by 
the  department. 

RECOMMENDATION 

We  recommend  that  all   licenses,   permits,   certificates ,   and  receipts 
issued  by  the  department  be  prenumbered  at  the  time  of  printing 
to  provide  adequate  accountability  of  these  documents. 
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STORE  LICENSE  TAX  (page  31) 

The  department  has  not  complied  with  our  recommendation  to  establish 
cash  control  regarding  issuance  of  store  licenses.   Under  the  existing 
system,  personnel  of  the  Miscellaneous  Tax  Division  are  allowed  access  to 
filed  application  forms  and  fees  in  the  cashier's  office.   Payments  deter- 
mined to  be  incorrect  are  taken  by  division  personnel,  to  be  resolved. 
Internal  control  over  cash  collections  is  lost  by  allowing  access  to  the 
cashier's  office  by  division  personnel.   A  similar  situation  exists  re- 
garding boat  license  fees.   On  January  26,  1972,  a  memo  proposing  changes 
was  drafted,  but  as  of  August  1972,  no  changes  had  been  made  in  the  system. 

In  an  agency  responsible  for  collecting  most  state  taxes,  good 
internal  control  over  such  collections  is  especially  important.   We  believe 
the  department  should  act  as  quickly  as  possible  to  establish  the  necessary 
cash  controls. 

We  also  recommended  that  a  correspondence  program  be  initiated  to 
collect  delinquent  store  license  accounts.   This  was  done  during  the  fiscal 
year  ended  June  30,  1971,  but  was  discontinued  due  to  other  priorities. 
The  division  administrator  stated  that  it  would  be  used  again  during  the 
next  fiscal  year. 

RECOMMENDATION 

We  reoommend  that: 

1.  All  store  license  tax  and  other  collections  he  recorded 
and  deposited  intact  promptly  upon  receipt  in  the  cashier  's 
office  and  other  department  personnel  work  from  accompanying 
documents  instead  of  checks  and  other  cash  items. 

2.  The  department  use  a  correspondence  program  to  aid  in 
collection  of  delinquent  store   license  accounts. 
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OIL  PRODUCTION  LICENSE  TAX  (page  35) 

In  our  previous  audit  report  we  noted  various  advantages  of  having 
the  Oil  and  Gas  Conservation  Commission  administer  and  collect  the  oil 
production  license  tax.   Accordingly,  we  recommended  that  the  department 
and  the  commission  make  a  determination  as  to  which  should  be  the  collec- 
tion agency. 

Our  current  review  disclosed  that  department  personnel  have  never 
conferred  with  personnel  of  the  Oil  and  Gas  Conservation  Commission 
regarding  this  recommendation.   It  apparently  had  been  decided  by  depart- 
ment personnel  that  they  should  be  the  administering  agency.   Our  other 
recommendations  regarding  revising  audit  procedures  regarding  the  oil 
production  license  tax,  standardizing  oil  field  classifications,  and 
verifying  reported  oil  prices  were  also  not  implemented.   As  stated  in 
our  previous  audit  report,  we  believe  the  transfer  of  the  duties  of  admini- 
stration and  collection  of  oil  production  license  tax  to  the  Oil  and  Gas 
Conservation  Commission  (now  a  division  of  the  State  Department  of  Natural 
Resources  and  Conservation)  would  solve  many  of  the  problems  our  other 
recommendations  addressed,  i.e.,  assurance  that  the  proper  tax  is  paid. 
We  do  not  believe  that  the  department  can  be  assured  the  proper  tax  is 
paid  when  it  relies  on  reports  received  from  the  Oil  and  Gas  Conservation 
Division  regarding  oil  production  which  cannot  be  reconciled  with  informa- 
tion on  tax  reports  inasmuch  as  the  department  classifies  oil  fields 
differently,  and  it  does  not  verify  the  average  price  per  barrel.   We 
believe  that  our  recommendations  deserve  renewed  consideration  and  that 
the  department  should  either  transfer  its  duties  relating  to  administration 
of  oil  production  license  taxes  to  an  agency  with  more  resources  to  deter- 
mine the  adequacy  of  the  tax  payments,  or  it  should,  at  least,  adopt 
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measures  to  assure  payment  of  the  proper  amount  of  tax  as  we  recommended. 

RECOMMENDATION 

We  veoorrmend  that  the  department  either: 

1.  Consider  and  confer  with  the  Oil  and  Gas  Conservation 
Division  as  to  the  advantages  of  transferring  the    depart- 
ment 's    duties  associated  with  the  administration  and 
collection  of  the  oil  production  license  tax  to  the 
division  and,   if  in  concurrence^   recommend  that 
appropriate  legislation  be  introduced  at  the  next 
legislative  session  to  accomplish  the   transfer  of 
duties,   or 

2.  Work  with  the  Oil  and  Gas  Conservation  Division  in 
order  to: 

(a)  Establish  detail  written  instructions  as  to  the 
preparation  of  the  quarterly  oil  production  license 
tax  report,   verify  the  calculations  when  the  returns 
are  filed,   and  charge  or  give  credit  for  miscalcu- 
lations . 

(b)  Update  the   department's  classification  system  as  to  oil 
fields  to  be  on  the  same  basis  as  that  of  the  division. 

(c)  Establish  a  procedure  for  verification,  at  least  on 
a  test  basis,   of  the  reported  average  price  per 
barrel  used  in  calculating  the  oil  production  license 
tax. 

FIELD  AUDITING  (page  37) 

We  noted  in  our  previous  audit  report  that  the  department's  field 
audit  program  for  miscellaneous  revenue  classifications  was  very  limited. 
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At  the  time  of  our  audit  the  Miscellaneous  Tax  Division  employed  only 
one  field  auditor.   In  1969,  two  more  were  added  and  recently  a  fourth 
auditor  was  hired.   It  appears  that  the  department  is  attempting  to 
implement  our  recommendation.   However,  there  are  still  certain  miscell- 
aneous taxes  which  are  not  subject  to  field  audit.   We  have  previously 
stressed  the  financial  returns  and  compliance  measures  an  effective 
field  audit  program  can  produce.   We  believe  that  the  department  should 
subject  all  miscellaneous  taxes  to  field  audit. 

RECOMMENDATION 

We  recommend  that  the  department  provide  for  an  adequate  field 
audit  program  for  its  misaellaneous  revenue  classifications . 

INCOME  TAX  -  VERIFICATION  AND  AUDIT  OF  RETURNS  (Supp.  page  4) 

We  recommended  that  the  department  initiate  a  personal  income  tax 
return  field  audit  program  on  a  test  basis  as  a  means  of  verification  of 
proper  payment  of  state  income  taxes.   Since  our  previous  audit  of  the 
department  only  very  limited  field  auditing  has  been  performed  in  the 
personal  income  tax  area.   The  extent  of  the  auditing,  which  was  con- 
ducted by  the  chief  classifier,  was  one  field  auditing  trip  in  1969 
and  another  in  1971.   The  results  of  these  two  trips  were  as  follows: 

Amount  of  Tax 
1969  Field  Trip  Days  on  Trip     Deficiency  Obtained 

1st  Auditor  4  days  $1,910.18 

2nd  Auditor  2  days  379.89 

1971  Field  Trip 

One  Auditor  5  days  638.50 
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In  our  original  report  we  noted  the  importance  of  field  auditing  for  a 
self-assessed  income  tax  program  such  as  Montana's  to  be  successful.   We  believe 
that  the  results  of  the  field  audit  trips  above  tend  to  illustrate  that 
the  incorporation  of  a  field  audit  program  would  be  quite  profitable  to 
the  state. 

In  our  previous  audit  we  noted  that  it  was  the  department's  policy, 
in  processing  returns,  to  devote  all  audit  time  to  the  returns  on  which 
refunds  are  due  the  taxpayers  until  they  have  been  disposed  of.   No  pay- 
ment is  made  to  the  taxpayers  for  these  refund  returns  until  the  audit 
is  completed.   For  several  reasons  enumerated  in  our  audit  report,  we 
recommended  that  the  board  consider  the  implementation  of  a  post-refund 
audit  program  for  income  tax  on  a  test  basis  and  maintain  records  to 
evaluate  the  benefits  derived  from  the  program. 

The  department,  in  September  1971,  performed  a  post-refund  audit  on 
1,549  returns  which  produced  a  net  of  $9,700  in  additional  taxes  on  84 
returns.   There  may  have  been  additional  tax  recovered  because  there  were 
310  of  the  1,549  returns  where  it  was  necessary  to  solicit  additional 
information  in  order  to  complete  the  audit,  but  the  department  did  not 
maintain  records  to  show  the  disposition  of  these  questionable  returns. 
The  following  quote  constitutes  the  reply  of  the  administrator  of  the 
Income  and  Corporation  License  Tax  Division  subsequent  to  the  above  cited 
test  of  the  post-refund  audit  program  in  response  to  the  director's  re- 
quest for  a  status  report  on  implementation  of  our  recommendations. 

"It  is  our  considered  opinion  a  post-refund  audit  generates 
more  real  problems  than  it  eliminates  ....   We  have  no 
record  as  to  how  successful  we  were  in  re-collecting  the 
overpaid  refunds,  but  we  found  that  the  post-refund  audits 
interfered  with  the  audit  of  full-paid  and  non-tax  tolerance 
returns.  Moreover,  we  received  numerous  complaints  from 
taxpayers  about  having  to  subsequently  repay  allowed  refunds 
plus  accrued  interest." 
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Based  on  the  above  department  comments  and  our  review  of  department 
income  tax  auditing  procedures,  we  make  the  following  observations.   Other 
states  and  the  Internal  Revenue  Service  have  found  it  advantageous  to 
process  the  majority  of  refund  returns  without  audit  and  then  perform  a 
post-refund  audit  of  those  returns  selected  for  audit.   No  more  audit 
work  is  required  to  perform  a  post-refund  audit  than  to  perform  a  pre- 
refund  audit.   Audit  time  could  be  spent  on  those  returns  selected  for 
audit,  whether  they  be  refund,  full-paid,  or  non-tax  tolerance  returns. 
Refund  returns  could  be  processed  much  more  timely  with  a  post-refund 
audit  program.   Post-refund  audits  should  not  interfere  with  audits  of 
other  returns  if  department  personnel  cease  giving  priority  to  refund 
returns.   Taxpayers  who  complain  about  having  to  subsequently  repay  part 
of  their  refund  received  have  had  the  same  experience  with  the  I.R.S. 
and  are  aware  that  they  may  have  to  do  so. 

We  believe  that  the  department's  reasons  for  rejecting  a  post-refund 
audit  program  are  not  valid,  and  that  the  problems  generated  as  mentioned 
above  under  such  a  program  were  generated  by  the  way  the  project  was 
operated,  and  not  by  the  post-refund  program  itself.   We  believe  that 
the  department  should  incorporate  the  post-refund  audit  program  in  their 
auditing  process,  and  that  in  doing  so,  audit  priorities  should  not  be 
given  to  refund  returns,  but  should  be  given  to  those  returns  needing 
audit  based  on  other  criteria. 

EECOMMENDATION 

We  peaommend  that  the  depax'tment  establish  a  field  audit  and 
post-refund  audit  program. 
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WITHHOLDING  (Supp.  page  7) 

We  noted  in  our  previous  audit  that  employers'  withholding  informa- 
tion and  employees'  claims  for  withholding  tax  credit  are  not  compared. 
We  recommended  that  a  system  of  comparing  these  amounts  be  established, 
at  least  on  a  test  basis.   The  department  still  does  not  compare  these 
items  of  information.   In  July  1970,  an  estimate  of  data  processing  charges 
to  accomplish  a  comparison  of  such  information  was  obtained.   This  estimate 
was  $1,870  for  development  costs  and  $57,320  for  processing  charges. 
Effective  implementation  of  this  comparison  on  a  manual  test  basis  would 
not  be  costly  and  would  provide  a  basis  for  determining  the  economic 
feasibility  of  expanding  to  the  automated  comparison  program. 

Again,  we  would  like  to  stress  the  importance  of  making  such  simple 
comparisons.   We  noted  in  our  previous  audit  an  instance  where  an  employer 
withheld  state  taxes  from  employee  earnings  and  issued  wage  statements 
to  employees  which  denoted  the  withholding  but  the  withheld  amounts  were 
not  remitted  to  the  state.   The  employees  claimed  the  withheld  amounts 
as  credits  on  their  tax  returns  and  some  received  refunds  of  amounts 
that  the  state  had  never  collected  from  the  employer.   A  simple  comparison 
of  information  filed  by  employers  and  employees  would  disclose  such  cases 
and  appropriate  action  could  be  taken. 

RECOMMEWATION 

We  reoommend  that  the  department  establish  a  system  of  comparing 
state  income  tax  withholding  amounts  per  withholding  statements 
submitted  with  tax  returns  and  those  submitted  by  employers, 
at  least  on  a  test  basis. 
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TAXPAYER  COMPARISON  FILES  (Supp.  page  8) 

We  recommended  that  a  data  processing  program  be  implemented  to 
compare  current  year's  returns  with  the  previous  year's  returns  as  a 
compliance  measure.   Currently,  state  returns  are  compared  with  federal 
returns  as  a  compliance  measure  but  no  comparisons  of  current  and  prior 
years'  state  returns  are  made  to  date.   Department  personnel  reported 
that  this  is  not  done  because  of  a  lack,  of  personnel  to  follow  up  on 
exceptions  shown  by  such  comparisons  and  that  most  are  unfruitful  in 
terms  of  dollar  value  of  additional  tax  revenues  created.   They  indicated 
that  a  test  was  made  of  such  a  program  by  comparing  returns  filed  from 
1958  to  1967  in  1968  and  1969  and  this  program  produced  only  $2,205  in 
additional  taxes. 

An  estimate  of  data  processing  costs  was  obtained  in  1970.   It  was 
to  cost  $1,500  to  obtain  an  exception  listing  of  such  a  comparison. 

Although  the  department  objects  on  the  basis  of  a  lack  of  manpower  to 
follow  up  on  all  significant  exceptions  that  would  be  shown  on  such  a  data 
processing  list,  we  believe  that  this  comparison  should  be  made  and  some 
followup  done  if  only  on  a  test  basis.   To  insure  compliance  with  the 
law  in  any  self-assessed  system,  the  taxing  authority  should  use  all 
available  means  of  checking  compliance.   This  pays  off  not  only  in  the 
additional  taxes  that  may  be  collected,  but  in  assuring  continued  com- 
pliance with  the  law. 

RECOMMEWATION 

We  reoommend  that  a  program  be  implemented ,   at  least  on  a  test 

basis,    to  compare  current  year's  returns  with  the  previous 

year's  returns. 
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CONTROL  OVER  EXCEPTIONS  NOTED  ON  THE  COMPARISON  OF  FEDERAL  RETURN 
FILINGS  TO  MONTANA  RETURN  FILINGS  (Supp.  page  8) 

The  department  has  implemented  our  recommendation  to  establish  control 
over  exceptions  noted  in  comparing  state  and  federal  filings  by  preparing 
a  control  printout  listing  of  the  exceptions  and  disposition  of  most  of  the 
exceptions  are  now  recorded  on  such  lists.   However,  control  is  still  lack- 
ing in  that  not  all  exceptions  are  followed  up  due  to  other  priorities, 
and  it  is  still  possible  for  followups  that  are  initiated  to  fall  short 
of  completion.   All  exceptions  should  be  recorded,  followed  up,  disposed 
of,  and  the  disposition  of  each  assigned  exception  should  be  recorded. 

RECOMMENDATION 

We  reoommend  that  the  department  strengthen  the  controls  established 
over  exceptions  noted  in  comparing  state  and  federal  filings  by 
following  up  on  the  exceptions  and  recording  the  disposition  of 
all  exceptions. 

NUMBERING  SYSTEM  (Supp.  page  9) 

In  our  previous  audit  we  noted  that  all  returns  showing  refunds  due 
were  being  manually  numbered  twice  for  reference  purposes.   This  procedure 
is  still  being  followed  by  the  department.   Department  personnel  stated 
that  the  temporary  first  number  assigned  each  return  is  necessary  for 
cross  reference  purposes  and  they  have  not  successfully  designed  another 
system  which  would  eliminate  one  of  the  numbering  processes  and  still 
provide  for  the  cross  references.   The  cross  reference  is  necessary  only 
so  that  the  return  may  be  located  during  the  period  it  is  delayed  by  the 
"audit"  which  each  refund  return  is  subjected  to  before  the  refund  is 
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actually  scheduled.   If  a  post-refund  audit  program  were  implemented,  as 
we  have  recommended,  there  is  a  good  possibility  that  a  second  number  would 
not  be  needed  because  the  processing  of  the  returns  would  not  take  as  much 
time.   We  believe  that  each  return,  whether  refund,  non-tax  or  tolerance, 
or  full-pay  returns,  should  be  checked  for  mathematical  accuracy  only  before 
processing  for  filing,  as  is  done  with  federal  returns  by  the  Internal 
Revenue  Service.   Refunds  would  be  scheduled  and  made  during  the  processing 
of  the  return.   Then  each  return  could  be  subjected  to  audit  by  various 
methods  of  selection  from  all  returns  that  are  filed.   This  could  eliminate 
the  need  for  duplication  of  numbering  the  returns. 

The  workload  that  the  department  is  faced  with  each  year  during  the 
filing  season  is  substantial.   It  is  not  easy  to  design  a  new  system  which 
would  take  into  account  all  of  the  problems  that  the  department  is  faced 
with.   It  may  take  some  imagination  and  ingenuity  and  possibly  a  change  in 
philosophy  to  design  the  system,  but  it  can  be  done.   Duplication  of  effort 
in  clerical  tasks  can  always  be  eliminated  and,  with  the  volume  of  work 
performed  during  the  filing  season  by  the  department,  any  duplication 
eliminated  could  result  in  substantial  savings. 

RECOMMEWATION 

We  recommend  that  the  department  evaluate  its  present  system  of 
numbering  refund  returns  to  determine  the  feasibility  of 
eliminating  the  necessity  of  numbering  these  returns  twice. 

DK£k   PROCESSING  CONTROL  TOTALS  (Supp.  page  10) 

We  recommended  that  the  department  establish  the  necessary  procedures 
to  facilitate  the  reconciliation  of  data  processing  totals  for  income  tax 
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collections  to  the  cashier's  totals  by  taxable  year  and  that  reconciliations 
of  these  totals  be  made  on  a  periodic  basis.   This  has  not  been  implemented 
by  the  department.   The  situation  is  much  the  same  now  as  it  was  during  the 
previous  audit. 

Again,  we  believe  that  the  increased  control  anc  assurance  that  the 
data  processing  listings  with  which  the  income  tax  division  works  are  in 
agreement  with  the  amounts  deposited  will  justify  revising  the  department's 
procedures  to  make  this  reconciliation  a  part  of  its  system. 

RECOMMENDATION 

We  recommend  that  the  department  establish  the  necessary  procedures 
to  facilitate   the  reconciliation  of  data  processing  totals  for 
income  tax  collections  to  the  cashier's  totals  by  taxable  year 
and  reconciliations  of  these  totals  be  made  on  a  periodic  basis. 

"IDEAL  SYSTEM"  (Supp.  page  13) 

We  previously  discussed  in  this  report  the  necessity  for  the  department 
to  establish  a  system  that  will  control  all  of  its  accounts  receivable. 
This  remains  as  one  of  the  major  recommendations  of  our  previous  report 
that  was  not  implemented  by  the  department.   This  was  due  largely  to  the 
fact  that  financing  for  the  data  processing  changes  necessary  to  establish 
the  system  was  not  available  to  the  department.   For  the  various  reasons 
stated  in  our  previous  report  -  primarily  substantial  improvements  in 
efficiency,  information,  and  control  -  we  still  believe  that  a  "total 
accounts  receivable  function"  should  be  included  in  the  department's 
accounting  system  with  maximum  utilization  of  electronic  data  processing 
methods. 
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RECOMMENDATION 

We  veaommend  that  the  department  further  consider  the  incorporation 
of  a   "total  accounts  receivable  function"  into  its  accounting 
system  with  maximum  utilization  of  electronic  data  processing . 

CORPORATION  LICENSE  TAX  (Supp.  page  14) 

At  the  time  of  our  previous  audit  no  field  auditing  was  performed  by 
the  department  on  corporation  license  tax  returns.   We  pointed  out  that 
a  number  of  large  national  firms  were  filing  Montana  returns  but  were 
paying  only  the  minimum  amount  of  tax  ($10  during  1967-68)  and  that 
despite  substantial  amounts  of  earnings  for  their  entire  operations, 
their  Montana  operations  were  being  reported  as  unprofitable.   Without 
an  adequate  audit  staff  there  is  no  way  that  the  department  can  effectively 
determine  if  these  corporations  are  apportioning  their  income  properly 
among  the  states  in  which  they  do  business. 

Since  the  previous  audit  the  department  has  hired  two  field  auditors, 
one  in  December  1971,  and  one  in  March  1972.   These  auditors  have  only 
been  in  the  field  a  short  time,  but  in  a  three-week  period  in  the  field 
theyv obtained  additional  tax  assessments  of  about  $27,000.   In  addition, 
the  "multi-state  tax  compact"  which  we  discussed  in  the  previous  report, 
has  produced  about  $40,000  in  additional  tax  assessments  for  Montana  on 
audits  of  eight  multi-state  corporations. 

We  believe  the  department's  results  achieved  with  the  minimal  audit 
effort  expended  to  date  vividly  demonstrates  the  value  of  auditing  in  the 
corporation  tax  area.   The  department  should  continue  to  expand  its  field 
audit  operations  as  long  as  such  activities  prove  profitable. 
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RECOMMENDATION 

We  reaommend  that  the  department  continue  expanding  its  field 
audits  of  corporations  doing  business  in  the  state  and  evaluat- 
ing such  operations  to  determine  the  optimum  staff  level  based 
on  benefits  derived  from  the  program. 

MATTERS  REQUIRING  LEGISLATION 

We  pointed  out  in  our  previous  supplemental  audit  report,  situations 
where  we  believed  at  that  time  that  passage  of  certain  legislation  would 
substantially  benefit  the  state  tax  administration  program.   In  these 
instances  the  department  (then  the  Board  of  Equalization)  drafted  the 
legislation  for  consideration  by  the  legislature  in  1971,  but  it  was  not 
enacted.   In  these  instances,  discussed  below,  we  believe  the  department 
should  reevaluate  the  situations  in  terms  of  current  needs  and,  if  still 
warranted,  resubmit  requests  for  the  appropriate  legislation. 
Estimated  Tax  Payment  Requirements  (Supp.  page  10) 

We  recommended  that  legislation  be  enacted  to  provide  for  enforcement 
of  the  estimated  tax  provisions  and  to  establish  minimum  requirements  as 
to  the  amount  of  estimated  tax  to  be  paid  as  a  basis  for  assessment  of 
penalties  and  interest. 

As  we  stated  in  the  previous  report,  we  believed  that  passage  of  such 
legislation  to  establish  enforcement  provisions  for  the  payment  of  estimated 
taxes  would  benefit  the  state  by  accelerating  the  collection  of  these  amounts 
due  and  by  reducing  collection  problems  through  collection  in  advance.   We 
further  pointed  out  that  conversely,  if  the  estimated  tax  provisions  are 
not  to  be  enforced,  they  should  be  deleted  from  the  law  as  nuisance  pro- 
visions.  In  our  opinion,  it  was  not  logical  to  have  taxation  laws  without 
providing  the  means  to  enforce  them. 
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We  also  noted  that  the  requirement  for  paying  estimated  taxes  was 
rather  liberal  and  recommended  that  consideration  be  given  to  reducing 
the  current  minimum  income  from  sources  other  than  those  subject  to  with- 
holding to  a  lower  level  for  the  purpose  of  determining  whether  estimated 
tax  payments  should  be  made.   We  pointed  out  that  because  substantial 
amounts  of  income  are  not  subject  to  the  estimated  tax  provisions  under 
current  legislation,  collection  of  income  taxes  could  be  accelerated  and 
collection  losses  minimized  by  subjecting  more  of  the  income  to  the 
estimated  tax  requirement. 

Quarterly  Versus  Monthly  Withholding  Remittances  (Supp.  page  12) 

In  our  previous  report  we  recommended  that  the  department  evaluate 
the  advantages  to  the  state  of  requiring  monthly  employer  remittances  of 
employees'  state  income  tax  withheld.   This  was  done  by  the  department  and 
legislation  was  introduced  to  change  the  requirement  but  it  failed  to  pass. 
As  we  pointed  out  previously,  the  advantages  of  monthly  remittances  would 
be:   (1)  increased  interest  income  from  investment  of  the  collections, 
(2)  increased  revenue  of  the  additional  two  months'  withholding  that  would 
be  collected  in  the  biennium  in  which  monthly  remittance  requirements  take 
effect  (in  1968  this  was  approximately  4  million  dollars) ,  and  (3)  reduced 
losses  resulting  from  employers  going  out  of  business  without  having  remitted 
their  employees'  tax  withholding.   There  would  be  no  significant  hardship 
on  employers  because  most  are  currently  required  to  submit  federal  with- 
holdings on  a  monthly  basis.   Because  of  its  simplicity  and  the  possibility 
of  utilizing  data  processing,  the  added  paperwork  to  the  department  should 
create  no  significant  problems. 

Inheritance  Tax  (Supp.  page  15) 

We  made  recommendations  regarding  inheritance  taxes  in  our  previous 
report  which  required  legislative  changes  to  implement.   Department 
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personnel  drafted  the  legislation  but  in  both  cases  che  legislation  failed 
to  pass  in  the  1971  legislative  session. 

One  recommendation  was  to  regulate  the  right  of  access  to  and  removal 
of  contents  from  safety  deposit  boxes  either  held  solely  or  jointly  in 
the  name  of  a  resident  decedent.   The  department  presently  has  such  regu- 
latory authority  regarding  non-resident  decedents.   It  was  our  opinion 
that  better  tax  enforcement  could  be  achieved  if  similar  provisions  were 
written  into  the  inheritance  tax  laws  regarding  resident  decedents. 

The  other  recommendation  we  made  was  to  revise  inheritance  tax  laws 
to  permit  the  state  to  more  fully  utilize  federal  field  audits.   The 
problem  we  noted  was  that  the  department  is  limited  by  statute  (Section 
91-4439,  R.C.M.  1947)  to  one  year  after  the  court  order  determining  tax 
has  been  issued  in  which  to  request  the  assessment  of  additional  tax, 
while  the  Federal  Government  has  three  years  to  complete  their  audits. 
As  a  result,  the  copies  of  the  federal  audits  often  reach  the  department 
too  late  to  make  appropriate  adjustments.   However,  the  department  is 
required  to  refund  inheritance  taxes  claimed  as  a  result  of  federal  audits 
for  a  period  up  to  five  years  from  the  date  the  tax  was  paid.   It  was  our 
opinion,  as  stated  in  the  previous  report,  that  the  state  should  be  per- 
mitted, whether  it  be  a  tax  assessment  or  a  tax  refund,  to  adjust  the 
tax  based  on  the  federal  audits  if  the  state  is  to  continue  to  rely  basic- 
ally on  the  federal  audit  program  for  tax  compliance. 

RECOMMEWATION 

Ve  reoorrmend  that  the  department  veevdluate  in  terms  of  onrvent 
needs  those  problems  needing  legislation  to  correct  that  were 
discussed  in  our  1969  supplemental  audit  report  and,   if  the 
need  still  warrants,  request  enactment  of  the  needed  legis- 
lation by  the   1972  Legislative  Assembly, 
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CONCLUSION 

We  have  reviewed  the  comments  and  recommendations  contained  in  this 
report  with  the  director  of  the  Department  of  Revenue.   The  cooperation 
and  assistance  provided  to  us  by  him  and  other  department  personnel  is 
sincerely  appreciated. 

Respectfully  submitted, 
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Morris  L.  Brusett 
Legislative  Auditor 


October  11,  1972 
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